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Financial Highlights

(Dollar amounts in thousands, Years ended December 31,

except per share data) 2005 2004 2003 2002 2001
Net Sales ‘ $ 245,082 $ 160,873 $ 96,387 $ 44,237 $ 50,081
Net Earnings 27,898 17,175 8,718 1,353 756
Net Earnings Per Share - Diluted _1.01 .64 .39 .07 .04
Total Assets - 183,221 145,275 82,624 57,210 57,941
Long-Term Liabilities 138 1874 1,845 1,980 2,013
Shareholders' Equity - 158,087 126,071 72,280 50467 50,571
Diluted Weighted Average
___Shares Outstanding 27,725,241 26,825,000 22,371,366 20,458,114 20,704,936

(Share data reflects the August 2005 two-for-one stock split)

$245 24.6%
| $1.01
22.6%
$161 21.3%
$0.64
‘ 19.5% r
5039 1

0 03 04 05 02 03 04 ‘05 02 03 ‘4 ‘05 02 03 04 05
Net Sales Earnings per Share Gross Profit % Return on Average
(millions) (diluted) (% of net sales) Shareholders’ Equity
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To Our Shareholders

Caterpillar renewed its purchasing commit-
ments to ASV with the signing of a new five-
year supply agreement.

2005 can be best described as the year of
the product for ASV. In the first quarter of
2005 we introduced the RCV, an 86 horsepow-
er vertical lift loader with high flow hydraulics.
The RCV became the industry's first vertical
lift machine designed to run exclusively on a
suspended rubber track undercarriage. As a
result, its distinctive design gives it the high-
est lift height in its class, and offers among
the best visibility in the industry.

2005 was a dynamic year for ASV
as we focused on managing the needs of a
rapidly growing company and market, while
at the same time, executing on our core
strategies for future growth. | think everyone
did an excellent job.

- Vermeer selected ASV as the exclusive
provider of rubber track undercarriages for
its line of utility trenchers and other prod-

ASV had its best financial performance in ucts.

the history of the Company, with record sales
and profitability, and impressive top and bot-
tom line growth. We also solidified our long
standing relationship with our largest cus-
tomer and shareholder, and entered into a
new alliance to extend our rubber track
undercarriage technology to new applica-
tions. All this was accomplished while we
completed development on the most signifi-

ASV partnered with CIT Group Inc. (CIT) to
launch ASV Capital, a private label finance
program to offer wholesale and retail
financing on the sale of ASV products.

We also added to our line of Versatile Track
Systems (or VTS™) in the third quarter of 2005.
The new compact VTS, which is manufactured
and sold through our Loegering Mfg., Inc. sub-
sidiary, targets small to mid-sized skid steers
and offers a sizable opportunity within the

+ ASV concluded the development of its revo-
lutionary new machine and undercarriage
technology with the completion of the SR-

cant new product offerings in ASV’s history.

Here are some highlights from this very
successful year:

- Sales increased 52% to $245 million on the
strength of our ASV machines and parts
sales and continued growth in our OEM
undercarriage sales

+ Gross margins improved 200 basis points
to 24.6%.

« Earnings per share grew 58% to $1.01,
including a 3 cent benefit associated with
one time gains.

70 and SR-80.

existing field population of the wheeled
machines.

Even more significant than our new prod-
uct launches were our new product develop-
ment efforts in 2005.

The culmination of nearly three years of
development work, the new SR-70 and SR-80
rubber track loaders introduce our next gen-
eration of undercarriage and machine tech-
nology. These machines have been designed
from the ground up to offer all new undercar-
riages, new purpose-built chassis and distinc-
tive automotive-like cab interiors. The
enhanced performance and capabilities of
these machines, along with their simplified
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Management’s Discussion and Analysis of Financial Condition and Results of Operations

Overview

We design, manufacture and sell rubber-tracked, all-season
vehicles and related accessories and attachments. We also
manufacture rubber-tracked undercarriages, which are a pri-
mary component on Caterpillar's MTLs. Our products are able
to traverse nearly any terrain with minimal damage to the
ground, making them useful in industries such as construction,
landscaping and agriculture. We distribute our products
through an independent dealer network in the United States,
(anada, Australia and New Zealand. The undercarriages sold
to Caterpillar are incorporated by Caterpillar in its MTL prod-
ucts and sold exclusively through the Caterpillar dealer net-
work, primarily in North America.

We experienced a significant increase in sales for the year
ended December 31,2005 due to several reasons as explained
below:

+ We believe there is a greater acceptance of rubber track
machines in the marketplace as users experience the bene-
fits that a rubber track machine can provide over a standard
wheeled machine.

« The number of companies entering into the rubber track
machine market has increased in the last few years, thereby
contributing to the increased awareness and market
acceptance of the products.

+ We have increased our number of product offerings over
the past few years thereby making it easier to attract
prospective dealers to carry our Posi-Track product line.In
addition, the number of dealers selling our Posi-Track prod-
uct line has increased over the past few years.

+ The current low interest rate environment has provided for
easier financing by end users.

= Qur results of operations for the year ended December 31,
2005 include sales of $24.3 million from Loegering, com-
pared with $6.8 million for the three months ended
December 31, 2004. On October 4, 2004, we closed on our
acquisition of Loegering in a merger transaction.

+ We believe our sales were benefited in 2005 by approxi-
mately $5-6 million of sales to customers in areas of the
United States affected by Hurricanes Katrina and Rita.

Critical Accounting Policies

The following discussion and analysis of our financial condi-
tion and results of operations is based upon our consolidated
financial statements, which have been prepared in accordance
with US GAAP. The preparation of these financial statements
requires management to make estimates and judgments that
affect the reported amounts of assets, liabilities and expenses,
and related disclosures. On an on-going basis, management
evaluates its estimates and judgments, including those related
to accounts receivable, inventories and warranty obligations.
By their nature, these estimates and judgments are subject to
an inherent degree of uncertainty. Management bases its esti-
mates and judgments on historical experience, observance of
trends in the industry, information provided by customers and
other outside sources and on various other factors that are
believed to be reasonable under the circumstances, the results
of which form the basis for making judgments about the car-
rying values of assets and liabilities that are not readily appar-
ent from other sources. Actual results may differ from these
estimates under different assumptions or conditions.

Management believes the following critical accounting poli-
cies, among others, affect our more significant judgments and
estimates used in the preparation of our consolidated financial
statements.

Revenue Recognition and Accounts Receivable

Revenue is recognized when persuasive evidence of an
arrangement exists, delivery has occurred, the price is fixed or
determinable and collectibility is reasonably assured. We have
determined that the time of shipment is the most appropriate
point to recognize revenue as the risk of loss passes to the cus-
tomer when placed with a carrier for delivery (i.e., upon ship-
ment). Any post-sale obligations on our part, consisting pri-
marily of warranty obligations, are estimated and accrued for
at the time of shipment. We obtain verbal or written purchase
authorizations from customers for a specified amount of prod-
uct at a specified price and consider delivery to have occurred
at the time of shipment. We maintain an allowance for doubt-
ful accounts for estimated losses resulting from the inability of
our customers to make required payments. If the financial con-
dition of our customers were to deteriorate, resulting in an
impairment of their ability to make payments, additional
allowances may be required.

Inventories

Inventories are stated at the lower of cost or market, cost
being determined on the first-in, first-out method.
Adjustments to slow moving and obsolete inventories to the
lower of cost or market are provided based on historical expe-
rience and current product demand. We do not believe our
inventories are subject to rapid obsolescence, We evaluate the
adequacy of the inventories’ carrying value quarterly.
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Management’s Discussion and Analysis of Financial Condition and Results of Operations (continued)

Results of Operations {continued)

our net sales for 2006 will be in the range of $300-320 million
based on our current and projected level of orders for our Posi-
Track products and undercarriages and projected future service
parts demand.

Net sales for the year ended December 31, 2004 increased
67% to $160.9 million, compared with $96.4 million for 2003.
This increase was primarily the result of four factors. First,
sales of our Posi-Track products increased 112% in 2004, due
to the addition of two new models in January 2004, a greater
number of Posi-Track dealers in 2004 and a full year of sales of
the RC-100 in 2004, which was introduced in the first quarter
of 2003. Second, sales of MTL undercarriages increased 17% in
2004, due to three models of undercarriages being sold for the
first nine months of 2004 and increased market demand. In
2003, one undercarriage model was added during the first
quarter and, as such, had sales for only a portion of 2003.
Third, sales of service parts more than doubled in 2004 due to
a greater number of machines and undercarriages in service.
Finally, net sales included $6.8 million of sales from Loegering,
which was acquired in Qctober 2004.

Gross Profit

Gross profit for the year ended December 31, 2005 increased to
$60.3 million, compared with $36.4 million for 2004, and the
gross profit percentage increased from 22.6% in 2004 to
24.6% in 2005. The increase in gross profit was due primarily
to the increased sales we experienced during 2005 as dis-
cussed above. The increase in gross profit percentage was due
to several offsetting factors. First, we believe the 3% list price
increase that was put in place for all Posi-Track machines
ordered after February 15,2005 contributed to the increase in

gross profit percentage for 2005. Second, we believe our gross
profit percentage increased from a change in the sales mix for
2005.We experienced a greater concentration of sales of high-
er priced machines, primarily the RCV and the RC-100,in 2005
as compared to 2004. In addition, more of these machines
were sold with additional accessories, such as cabs and air con-
ditioning, in 2005 as compared to 2004. Both of these factors
increased our gross profit percentage, as these machines and
accessories carry a greater than average gross profit percent-
age. Also contributing to the increase in 2005 was the increase
in the sale of service parts, which generally carry a higher
gross profit percentage than machines. In addition, the inclu-
sion of Loegering's sales for the entire 2005 fiscal year helped
increase the overall gross profit percentage as Loegering’s
products carry a higher gross profit percentage, on average,
when compared with our products.Third, we believe opera-
tional efficiencies obtained from higher production volumes
helped increase the gross profit percentage in 2005. Offsetting
these increases were planned decreases in the selling price
(and ultimately the gross profit percentage) of undercarriages
to Caterpillar on January 1, 2005 for two of the three undercar-
riage models sold to Caterpillar and service parts as of
November 1,2005. Finally, gross profit percentage was also
negatively affected by steel surcharges of $5.6 million in 2005,
compared with $2.4 million in 2004. Due to the price changes
contained in the Supply Agreement with Caterpillar and based
on the anticipated sales mix for 2006, we anticipate our gross
profit percentage for 2006 will be in the range of 23.3-23.6%.

For the year ended December 31, 2004, gross profit increased
to $36.4 million, compared with $20.5 miilion for 2003, and
the gross profit percentage increased from 21.3% in 2003 to
22.6% in 2004. The increase in gross profit was due primarily
to the increased sales experienced during 2004 as discussed

above. The increase in gross profit percentage was due prima-
rily to a shift in the mix of products sold in 2004 as we had
increased sales of Posi-Track products in 2004 over 2003. Posi-
Track products generally carry a higher gross profit percentage
than MTL undercarriages. We also believe our raw material
unit cost reduction project initiated in the first quarter of 2004
as well as operational efficiencies obtained from higher pro-
duction volumes helped increase the gross profit percentage in
2004. Offsetting these increases were steel surcharges of
approximately $2.4 milfion in 2004.We experienced no steel
surcharges in 2003.

Selling, General and Administrative Expenses

Selling, general and administrative expenses increased to
$16.5 million, or 6.7% of net sales, compared with $9.6 mil-
lion, or 6.0% of net sales, for 2004. The increase was due pri-
marily to the inclusion of Loegering, which does not yet expe-
rience the same degree of leverage as we do. Loegering’ sell-
ing, general and administrative expenses totaled $4.6 million
for 2005, compared with $842,000 for the three months
Loegering’s operations were included with ours for 2004, In
addition, selling, general and administrative expenses
increased due to increased sales commissions from the
increased sales of our Posi-Track products of approximately
$1.4 million, increased advertising and promotion costs to pro-
mote the technology benefits of our products of approximately
$661,000 and the overall increase in the volume of our
husiness.

For the year ended December 31,2004, selling, general and
administrative expenses increased to $9.6 million, or 6.0% of
net sales, compared with $6.2 million, or 6.4% of net sales, for
2003. The increase in expenses was due primarily to increased
advertising and promotion to promote the technology bene-
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__Management’s Discussion and Analysis of Financial Condition and Results of Operations (continued)

Caterpillar Revenue Recognition/Gross Profit

Through October 31,2005, we sold our undercarriages and
service parts to Caterpillar under the terms of the Alliance
Agreement.The Alliance Agreement has been replaced, effec-
tive November 1,2005, with a Supply Agreement as described
below.

Through October 31,2005, we recognized as sales our cost for
the MTL undercarriages, as defined in the Alliance Agreement
between us and Caterpillar, plus a portion of the anticipated
gross profit that Caterpillar expected to recognize upon sale of
the MTLs to Caterpillar dealers, when we shipped undercar-
riages to Caterpillar. The gross profit percentage that we
received for two of the three undercarriages sold to Caterpillar
was reduced by 33% on January 1,2005. The gross profit per-
centage for the third undercarriage sold to Caterpillar was
scheduled to be reduced by 33% effective January 1, 2006, had
the Alliance Agreement been extended into 2006.

Caterpillar Supply Agreement

On September 29, 2005 we signed a five-year Supply
Agreement with Caterpillar, effective November 1, 2005.The
Supply Agreement replaces the Alliance Agreement, which
expired October 31, 2005.The key terms of the Supply
Agreement are as follows:

Scope:

« (onsistent with the original Alliance Agreement,
Caterpillar will purchase from us 100% of its undercar-
riage requirements for current and specified future
Caterpillar MTLs, as defined.

- If Caterpillar chooses to manufacture MTLs outside North
America for non-North American markets, Caterpillar will
purchase from us 100% of its undercarriage require-
ments for these MTLs, provided we meet the Capacity
Requirements and the Local Requirements, as defined,
for the applicable geographic area.

« Should we choose not to supply undercarriages to
Caterpillar for these non-North American sales, we would
grant a royalty-bearing license to Caterpillar to use our
intellectual property to manufacture undercarriages for
use on MTLs manufactured outside North America for
the non-North American markets.

- Caterpillar will continue to purchase 100% of its require-
ments for proprietary original equipment manufacturer
aftermarket service parts from us.

+ We will continue to be allowed to sell our rubber track
undercarriages to other equipment manufacturers for
machines that do not compete with Caterpillar's Multi
Terrain Loaders.

« We will continue to utilize Caterpillar components in the
manufacture of our products.

Pricing:

« There was no change to the current MTL undercarriage
pricing through December 31, 2005.

« Starting in 2006, we expect to earn gross profit percent-
ages on the sale of our undercarriages similar to those
expected, had the original Alliance Agreement with
Caterpillar been extended to 2006.

- With the expected increased volume of service parts, we
have agreed to accept a lower gross margin on the sale
of those service parts, effective November 1,2005.

- We anticipate the impact of the new Supply Agreement
may reduce our overall gross profit percentage for 2006
between zero and two percentage points.

Term:

» The Supply Agreement will commence on November 1,
2005 and will continue through November 1,2010.

« The Supply Agreement will automatically renew for suc-
cessive one-year renewal terms unless either party pro-
vides at least six months prior written notice of
termination.

Along with the new Supply Agreement, Caterpillar entered
into a Registration Rights Agreement with us that provides
Caterpillar registration rights for unregistered shares of ASV
Common Stock it currently holds. However, so long as the
Supply Agreement remains in effect, Caterpillar has agreed not
to sell or dispose of any of its ASV shares prior to January 1,
2009.

Vermeer Commercial Alliance Agreement

On September 23, 2005, we entered into the Vermeer
Agreement with Vermeer. Under the Vermeer Agreement, we
will be the exclusive supplier of rubber track undercarriages
and service parts to Vermeer for use on select products in
Vermeer's line of horizontal directional drills, utility trenchers
and other products. The term of the Vermeer Agreement is
eight years, with automatic one-year renewal periods unless
either party gives the other party at least six months written
notice of termination.
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_Management’s Discussion and Analysis of Financial Condition and Results of Operations (continued)

New Accounting Pronouncements (continued)
SFAS 151 Inventory Costs

This Statement requires the accounting for idle facility
expense, freight, handling costs and wasted material be recog-
nized as current period charges. This Statement also requires
that allocation of fixed production overheads to the costs of
conversion be based on the normal capacity of the production
facilities. This Statement is effective for us beginning January
1,2006. Management does not believe the adoption of this
pronouncement will have a material effect on us.

Stock Split

On August 25,2005, we completed a two-for-one stock split.
All share data information has been restated to reflect the
stock split.

Cash Requirements

We believe cash expected to be generated from operations
and our existing cash, cash equivalents and investments will
satisfy our projected working capital needs and other cash
requirements for the next twelve months and the foreseeable
future.

Forward-Looking Statements

The statements set forth above under “Results of Operations”
and elsewhere in this Annual Report regarding the effect of
new accounting pronouncements, our future sales levels, our
sales to Caterpillar, gross profit percentage, earnings per share,
new product availability, product mix, profitability, expense
levels and liquidity are forward-looking statements based on
current expectations and assumptions, and entail various risks
and uncertainties that could cause actual results to differ
materially from those expressed in such forward-looking
statements. Certain factors may affect whether these antici-
pated events occur, induding our ability to successfully manu-
facture our machines and undercarriages, unanticipated
delays, costs or other difficulties in the manufacture of the
machines and undercarriages, unanticipated problems or
delays experienced by Caterpillar or Vermeer relating to the
manufacturing or marketing of their machines, market accept-
ance of the machines, deterioration of the general market and
economic conditions, corporate developments at ASY,
Caterpillar or Vermeer, our ability to realize the anticipated
benefits from our relationships with Caterpillar and Vermeer
and the other factors described in Item 1A.“Risk Factors” of the
Company’s Annual Report on Form 10-K for the year ended
December 31, 2005. Any forward-looking statements provided
from time-to-time by us represent only management’s then-
best current estimate of future results or trends.

Quantitative and Qualitative Disclosures About
Market Risk

We have no history of investing in derivative financial instru-
ments, derivative commodity instruments or other such finan-
cial instruments, and do not anticipate making such invest-
ments in the future, Transactions with international customers
are entered into in U.S. dollars, precluding the need for foreign
currency hedges. Additionally, we invest in money market
funds and fixed rate U.S. government and corporate obliga-
tions, which experience minimal volatility. Thus, the exposure
to market risk is not material.
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Consolidated Statements of Earnings - Years Ended December 31,2005, 2004 and 2003

Net sales
Trade
Caterpillar Inc.
Total net sales
Cost of goods sold
Gross profit
Operating expenses
Selling, general and administrative
Research and development
Operating income
Other income (expense)
Interest expense
Interest income
Other, net
Income before income taxes
Provision for income taxes

NET EARNINGS

Net earnings per common share
Basic

Diluted

Weighted average number of common shares outstanding
Basic

Diluted

The accompanying notes are an integral part of these financial statements.

2005

$ 149,881,695
95,199,981

245,081,676
184,798,696
60,282,980
16,468,449
1,720,751
42,093,780

(108,473)
1,372,095

390,751

43,748,153

15,850,000

$ 27,898,153

1.04

$ 1.01

26,820,216

27,725241

-11-

2004

$ 95,798,150
65,075,170

160,873,320
124,473,593
36,399,727
9,604,619
1,106,762
25,688,346

(124,223)
833,307

27,719

26,425,149
9,250,000

17,175,149

25,471,998

26,825,000

2003

$ 44,580,928
51,805,648

96,386,576
75,895,524
20,491,052
6,177,324
794,729
13,518,999

(129,359}
140,366

37,897

13,567,903
4,850,000

S 8.717,903

20437586

22371366
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Consolidated Statements of Cash Flows - Years Ended December 31, 2005, 2004 and 2003

(ash flows from operating activities:
Net earnings
Adjustments to reconcile net earnings to net cash
provided by operating activities:
Depreciation
Amortization
Deferred income taxes
Tax benefit from stock option exercises
Gain on sale of product line
Changes in assets and liabilities, net of effects of purchase of Loegering Mfg, Inc.:
Accounts receivable
Inventories
Other assets
Accounts payable
Accrued liabilities
Income taxes
Net cash provided by operating activities

Cash flows from investing activities:
Purchase of property and equipment
Proceeds from sale of product line
Cash paid for purchase of Loegering Mfg. Inc.
Purchase of long-term investments
Purchase of short-term investments
Redemption of short-term investments
Net cash used in investing activities

Cash flows from financing activities:
Proceeds from long-term liabilities
Principal payments on long-term liabilities
Principal payments on short-term note payable
Proceeds from issuance of common stock, net
Praceeds from exercise of stock options and warrant, net
Retirement of common stock and warrant

Net cash provided by financing activities
Net increase in cash and cash equivalents

Cash and cash equivalents at beginning of year
Cash and cash equivalents at end of year

Supplemental disclosure of cash flow information:
(ash paid for interest
Cash paid for income taxes

Supplemental disclosure of non-cash investing and financing activities:
Issuance of common stock for purchase of Loegering Mfg. Inc.

The accompanying notes are an integral part of these finandial statements.

2005

$ 27,898,153

2,108,551
102,992
(1,070,000)
1,570,000
(325,000)

(7,361,435)
(17,528,804)
148,494
4,046,438
2,777,046
320,755

— 12,687,190

(11,907,752)
350,000

(2,082,282)
(1,224,063)
9,562,744
(5,301,353)

(1,854,579)

2,665,061
(116,813)

693,669

8,079,506

27,437,885
35,517,391

117,632
15,029,245

Ay A
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2004

$ 17,175,149

1,119,610
25,749
225,000
3,400,000

(19,240,234)
(3,343,439)
2,178,967
3,087,089
1,396,976
533,995
6,558,862

(4,653,424)

(3,480,000}
(5912,747)
(9,562,744)
2,305,662
(21,303,253}

100,000
(736,612)
(3,050,000)
21,818,129
6,165,651
_ 9.517.648)
_ 14779520
35,129

27,402,756
21,437,885

$ 130,930
$ 5,044,073

$ 14,750,000

2003

$ 8,717,903

687,363

{747,000}
5,597,000

(2,086,645)
5147913
(1,767,821)
3,166,520
562,917

19278150

{1,736,749)

(2,305,662)
739,307
3.303,104)

(128,076)

13,765,533
—(6.267.838)
7,369,619
23,344,665

4,058,091
27,402,756

$ 125890
$ 1,588,252
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NOTE A - SUMMARY oF SIGNIFICANT ACCOUNTING
POLICIES (continued)

Intangibles

The Company’s intangible assets inclyge patents granted, patent
applications, trade Name, trade dress and trademarks. Al of the
intangibles represent the value assigned to the respective assets
from the Company’s 2004 acquisition of Loegering Mfg. Inc.
Patents granted are being amortized over the Temaining life of
the patent, fanging from 7 - 16 years. All other intangibles are
not being amortized as they are believed to have an indefinite
life. Amortization expense was $102,992 for 2005 and $25,749
for 2004.

Expected future amortization of intangible assets is as follows:

Year ended December 31,
2006 $103,000
2007 $103,000
2008 $103,000
2009 $103,000
2010 $103,000
Goodwill

Goodwill represents the excess of the purchase price over the fajr
value of net assets acquired from Loegering Mfg.Inc. The carry-
ing value of goodwill was tested for impairment on an annual
basis as of September 30,2005 or when factors indicating
impairment are present,

Income Taxes

Income taxes are accounted for under the liability method. Deferreq
income taxes are provided for temporary differences between the
financial reparting and tax basis of assets and liabilities. Deferred
taxes are reduced by a valuation allowance when, in the opinion of
Management, it is more likely than not that some portion or alf of
the deferred tax asset will not be realized. Deferred tax assets and
liabilities are adjusted for the effects of changes in tax laws and rates
on the date of the enactment. None of the goodwill is deductible for
tax purposes.

Warranties

The Company provides 3 limited warranty to purchasers of its prod-
ucts which varies by product, The warranties generally cover defects
in materials and workmanship for pne year from the delivery date to
the first end user. The rubber tracks used on the Company’s products
ity a pro-rated warranty up to0 1,500 hours of usage. Provision for
estimated warranty costs are recorded when revenue is recognized
based on estimated product failure rates, materiaf usage and service
delivery costs incurred in correcting a product failure. Should actual
failure rates, material usage or service delivery costs differ from the
(ompany's estimates, revisions to the warranty liability may be
required.

Changes in the Company’s warranty liability are as foflows:

December 31
/’/-'If)f

2005 2004
$ 3,078,382

Balance, beginning of year $ 1,341,100

Expense for new
warranties issued
Warranty claims

5,402,402

(3.404,214)
S 5076570

3,323,791

{1.586,509)
$.3,078382

Balance, end of year

-15-

Advertising is expensed as incurreq. Advertising expenses were
approximately $1,346,000, $776,000 and $388,000 for 2005, 2004
and 2003, respectively.

Shipping and Handlin Costs

The Company includes shipping and handling (including warehous-
ing) costs incurred in connection with the distribution of replace-
ment parts in selling, general and administrative expenses, Shipping
and handling costs were approximately $4,001,000, $2,066,000 and
$1,018,000 for 2005, 2004 and 2003, respectively,

Research and Development
Al research and development costs are expensed as incurred,

Employee Savings and Profit Sharing Plan

The Company has employee savings and profit sharing plans which
permit participant salary deferrals up to certain limits set by law and
provides for discretionary Company contributions. The Plan covers
employees who have met minimum age and service requirements,
as defined in the Plan, (ompany contributions were approximately
$186,000, 94,000 and $49,000 for 2005, 2004 and 2003,
Tespectively,
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Notes To Consolidated Financial Statements (continued)

NOTE B — ACQUISITION

On October 1,2004, ASV acquired 100% of the outstanding com-
mon stock of Loegering Mfg. Inc. The results of Loegering’s opera-
tions have been included in the consolidated financial statements
since that date. Loegering is a provider of traction products and
attachments for the skid-steer industry.

The aggregate purchase price was $18.23 million, consisting of
$3.48 million in cash and approximately 430,000 shares of ASV
common stock valued at $14.75 million. The vafue of the common
shares issued was determined based on the average closing mar-
ket price for the 15-day period prior to October 1, 2004. In a relat-
ed transaction, ASV acquired real property representing
Loegering’s manufacturing facility from Loegering affiliates for
$1.57 miltion.

The following table summarizes the estimated fair values of the
assets acquired and fiabilities assumed at the date of acquisition,
October 1,2004:

Current assets $7,117,178
Equipment 1,444,396
Non-current assets 122,485
intangible assets 8,028,000
Goodwi _ 8385827
Total assets acquired 25,097,886
Current liabilities 6,602,505
Long-term debt 265381

Total liabilities assumed 6,867,886

$ 18,230,000

Net assets acquired

0f the $8,028,000 of acquired intangible assets, $5,334,000 was
assigned to registered trademarks and trade dress and
41,849,000 was assigned to patent applications that are not sub-
ject to amortization. The remaining $845,000 was assigned to
patents, which are being amortized over their useful lives of 8-17
years.

The following represents the Company’s results of operation as
though the acquisition had been completed as of January 1,
2003:

Year ended December 31,

2004 2003
Net sales $171,166,571  $108,760,146
Income before income taxes 25,709,997 14,357,813

Net earnings $.16,720997 S 9225813
Net earnings per share
Basic $ 64 43

$
Diluted S 61 3 40

NOTE C — INVENTORIES
Inventories consist of the following:

December 31,
2005 2004

Raw materials, service parts

and work-in-process $42,122,164  $23,630,644
Finished goods 8,921,632 9,647,769
Used equipment held for resale 1317876 _ 1,554,455

$52.361,672 534,832,868

NOTED - PROPERTY AND EQUIPMENT
Property and equipment consist of the following:

December 31,
2005 2004
Land $ 693,688 $ 629,929
Buildings and improvements 7,578,441 7368,316
Tooling 5,103,294 2,659,129
Machinery and equipment 15,844,871 4,034,074
Vehicles 529,800 468,172
29,750,094 15,159,620
Less accumulated depreciation 8842761 _ 4,051,488

$20907.333 $11,108,132

-17 -

NOTEE — LONG-TERM LIABILITIES

(apital Lease Obligations
The Company leases certain real property and vehicles under cap-
ital leases. The Company exercised its option to pay off the capital
lease for its Grand Rapids manufacturing and office building in
December 2005 by making a payment of $1,743,000 to the lessor.
The Company has no future lease payments due under this capital
lease agreement.

The Company exercised its option to pay off the capital leases for
its vehicles in January 2006 by making a payment of $62,000 to
the lessor. The Company has no future lease payments due under
these capital lease agreements.

Asset cost related to the capital lease were $2,372,096 at
December 31,2004. Accumulated amortization was $457,810 at
December 31,2004,

Other Long-Term Debt
The Company has non-interest bearing notes payable totaling
$36,067 and $55,741 at December 31,2005 and 2004, respective-
Iy, secured by vehicles, due in monthly installments through
November 2007.

The Company has an unsecured, non-interest bearing note
payable of $80,000 and $100,000 at December 31,2005 and
2004, respectively, due in annual installments of $20,000 through
2009.
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Notes To Consolidated Financial Statements

(continued)

NOTE G — TRANSACTIONS WITH CATERPILLAR (continued)

Also in October 2000, the Company and Caterpillar entered into an
Alliance Agreement to jointly develop and manufacture a new
product line of Caterpillar rubber track skid steer loaders called
Multi-Terrain Loaders, or MTLs. The product line, which indudes
five models, features Caterpillar’s patented skid steer loader tech-
nology and ASV's patented Maximum Traction Support System ™
rubber track undercarriage. The MTLs are being sold through the
(aterpillar dealer network. The Company is manufacturing the
undercarriage for use on all of the MTLs. The Alliance Agreement
expired October 31,2005 and has been replace by the Supply
Agreement, as described below.

In January 2004, the Company sold 2,080,138 shares of its com-
mon stock to Caterpilfar at $10.50 per share. These shares were
subject to an acceleration notice issued to Caterpillar by the
Company in October 2003 in connection with the warrant held by
(aterpillar.

Also in January 2004, the Company repurchased the remaining
warrant held by Caterpillar for a cash payment of $7.2 million and
the issuance of 1,000,000 shares of the Company’s common stock.
As aresult of these transactions, Caterpillar owned 23.3% of the
Company's outstanding commen stock at December 31, 2005.

On September 29, 2005 the Company signed a five-year Supply
Agreement with Caterpillar, effective November 1,2005.The
Supply Agreement replaces the Alliance Agreement, which
expired October 31, 2005. Under the Supply Agreement,
(aterpillar will purchase 100% of its undercarriage and original
equipment manufacturer service parts requirements for current
and specified future Caterpillar MTLs, as defined, from the
Company. The Company will continue to be allowed to sell its
rubber track undercarriages to other equipment manufacturers
for machines that do not compete with Caterpillar's MTLs and the
Company will continue to utilize Caterpillar components in the
manufacture of its products. The Supply Agreement commenced
on November 1, 2005 and will continue through November 1,
2010.The Supply Agreement will automatically renew for succes-
sive one-year renewal terms unless either party provides at least
six months prior written notice of termination.

Along with the new Supply Agreement, the Company and
Caterpillar have also entered into a Registration Rights Agreement
that provides Caterpillar registration rights for shares of unregis-
tered ASV common stock it currently helds. However, so long as
the Supply Agreement remains in effect, Caterpillar agreed to not
sell or dispose of any of its ASV shares prior to January 1,2009.In
addition, as part of the Registration Rights Agreement, Caterpillar
retained its ability to designate director nominees to the
Company’s Board of Directors in proportion to its ownership of
shares in ASV, similar to the rights it held under the Agreement.

The Company purchases parts used in its products from
Caterpillar. The Company also reimburses Caterpillar for the
salary-related costs of Caterpillar employees that work on the
Company’s behalf. In addition, the Company utilizes Caterpillar's
warranty processing system to handle warranty claims on its
machines and reimburses Caterpiliar for the warranty expense
incurred by Caterpillar dealers. During 2005, 2004 and 2003, total
parts purchases, salary and warranty reimbursements were
approximately $8,412,000, 57,920,000 and $3,994,000, respec-
tively. Also, at December 31,2005 and 2004, accounts payable to
Caterpillar were approximately $1,467,000 and $558,000, respec-
tively.

NOTEH - SHAREHOLDERS' EQUITY

Stock Option Plans

The Company has two stock option plans under which up to
7,500,000 shares of common stock are available for issuance.
Stock options may be granted to any employee, including officers
and directors of the Company, and certain non-employees, at a
price not less than the fair market value of the Company’s com-
mon stock on the date of grant. Options generally expire seven
years from the date of grant. Options granted under the plans are
generally exercisable in annual installments, beginning one year
from the date of grant.

-19-

Director Stock Option Plan

The Company also has a stock option plan under which 900,000
shares of common stock are available for issuance. Stock options
may be granted to directors who are not employees of the
Company at a price not less than the fair market value of the
Company's common stock on the date of grant. Options expire
five years from date of grant and are exercisable in annual install-
ments, beginning one year from the date of grant.

The plan, as amended, provides that each eligible director shall
receive an option to purchase 6,000 shares on the first business
day of each calendar year.

Option transactions under the plans during each of the three
vears in the period ended December 31, 2005 are summarized as
follows:

Weighted-
Average
Exercise
. Shares Price
Qutstanding at
December 31,2002 2,846,124 $ 6.84
Granted 1,069,500 4.42
Exercised (1,785,384) 6.33
Canceled (14,000) 493
Qutstanding at
December 31,2003 2,116,240 6.10
Granted 689,500 15.66
Exercised (780,500) 7.93
(Canceled (33,250) 10.52
Outstanding at
December 31,2004 1,991,990 8.62
Granted 288,000 19.82
Exercised (320,470) 8.44
(Canceled {9,000) 18.69
QOutstanding at
December 31,2005 1,950,520 $10.14

At December 31, 2005, 2004 and 2003, 699,905, 451,250 and
768,500 options were exercisable with a weighted average exer-
dise price of $7.33,95.83 and $8.43, respectively.
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Report of Independent Registered Public Accounting Firm

Board of Directors and Shareholders
AS.V,Inc.

We have audited the accompanying consolidated
balance sheets of A.S.V,, Inc. and subsidiaries (the
Company) as of December 31, 2005 and 2004, and the
related consolidated statements of earnings, changes in
shareholders’ equity, and cash flows for each of the
three years in the period ended December 31,2005.
These consolidated financial statements are the respon-
sibility of the Company’s management. Our responsi-
bility is to express an opinion on these financial state-
ments based on our audits.

We conducted our audits in accordance with the
standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we
plan and perform the audit to obtain reasonable assur-
ance about whether the financial statements are free of
material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also
includes assessing the accounting principles used and

Grant Thornton %

significant estimates made by management, as well as
evaluating the overall financial statement presentation.
We believe that our audits provide a reasonable basis
for our opinion.

In our opinion, the consolidated financial state-
ments referred to above, present fairly, in all material
respects, the financial position of A.S.V,, Inc.and sub-
sidiaries as of December 31,2005 and 2004, and the
consolidated results of their operations and their con-
solidated cash flows for each of the three years in the
period ended December 31,2005, in conformity with
accounting principles generally accepted in the United
States of America.

We also have audited, in accordance with the stan-
dards of the Public Company Accounting Oversight
Board (United States), the effectiveness of the
Company’s internal control over financial reporting as
of December 31, 2005, based on the criteria established
in Internal Control—Integrated Framework issued by
the Committee of Sponsoring Organizations of the
Treadway Commission (C0S0) and our report dated
March 15,2006 expressed an unqualified opinion on

-21-

management’s assessment of the effectiveness of the
Company’s internal control over financial reporting and
an unqualified opinion on the effectiveness of the
Company’s internal control over financial reporting.

B Thoote, 22

Minneapolis, Minnesota
March 15, 2006
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Report of Independent Reqgistered Public Accounting Firm

Grant Thornton %

The Board of Directors and Shareholders
ASV,Inc

We have audited management’s assessment, includ-
ed in the accompanying Management's Report on
Internal Control over Financial Reporting appearing on
page 22, that A.S.V., Inc.and subsidiaries (the Company)
maintained effective internal control over financial
reporting as of December 31,2005, based on the criteria
established in Internal Control—Integrated Framework
issued by the Committee of Sponsoring Organizations of
the Treadway Commission (C0S0). The Company’s man-
agement, is responsible for maintaining effective internal
control over financial reporting and for its assessment of
the effectiveness of internal control over financial report-
ing. Our responsibility is to express an opinion on man-
agement’s assessment and an opinion on the effective-
ness of the internal control over financial reporting based
on our audit.

We conducted our audit in accordance with the stan-
dards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan
and perform the audit to obtain reasonable assurance
about whether effective internal control over financial
reporting was maintained in all material respects. Our
audit included obtaining an understanding of internal

control over financial reporting, evaluating manage-
ment’s assessment, testing and evaluating the design
and operating effectiveness of internal control, and per-
forming such other procedures as we considered neces-
sary in the circumstances. We believe that our audit pro-
vides a reasonable basis for our opinion.

A company’s internal control over financial reporting
is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the
preparation of financial statements for external purposes
in accordance with generally accepted accounting princi-
ples. A company’s internal control over financial report-
ing includes those policies and procedures that (1) per-
tain to the maintenance of records that, in reasonable
detail, accurately and fairly reflect the transactions and
dispositions of the assets of the company; (2) provide
reasonable assurance that transactions are recorded as
necessary to permit preparation of financial statements
in accordance with generally accepted accounting pringi-
ples, and that receipts and expenditures of the company
are being made only in accordance with authorizations of
its management and directors; and (3) provide reason-
able assurance regarding prevention or timely detection
of unauthorized acquisition, use, or disposition of the
company’s assets that could have a material effect on the
financial statements.

Because of its inherent limitations, internal control
over financial reporting may not prevent or detect mis-
statements. Also, projections of any evaluation of effec-
tiveness to future periods are subject to the risk that con-

-23-

trols may become inadequate because of changes in con-
ditions, or that the degree of compliance with the policies
or procedures may deteriorate.

In our opinion, management’s assessment that the
Company maintained effective internal control over
financial reporting as of December 31, 2005, is fairly stat-
ed, in all material respects, based on criteria established
in Internal Control—Integrated Framework issued by
(0S0. Also, in our opinion, the Company maintained, in
all material respects, effective internal control over finan-
cial reporting as of December 31, 2005, based on the cri-
teria established in Internal Control—Integrated
Framework issued by COSO.

We also have audited, in accordance with the stan-
dards of the Public Company Accounting Oversight Board
(United States), the consolidated balance sheets of the
Company as of December 31,2005 and 2004, and the
related consolidated statements of earnings, changes in
shareholders’ equity, and cash flows for each of the three
years in the period ended December 31, 2005 and our
report dated March 15, 2006 expressed an unqualified
opinion on those consolidated financial statements.

Minneapolis, Minnesota
March 15, 2006
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